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ABSTRACT 

In  an  overall  effort  to  reduce  total  operating  costs  within  the  Department  of  Defense, 
several  Defense  Management  Review  Decisions  were  issued  which  significantly  affected 
the  Navy's  inventory  levels  for  spare  parts.  This  thesis  examines  the  effect  of  these 
changes  on  requisition  processing  at  the  wholesale  level.  The  primary  objective  is  to 
determine  if  requirements  are  being  satisfied  ffom  wholesale  stock  on  hand  at  the  Point 
of  Entry  (POE)  of  the  requisition,  or  if  unnecessary  additional  costs  and  delivery  delays  are 
incurred  as  a  result  of  incorrect  processing  of  the  requisitions.  In-depth  analysis  is 
conducted  on  requisitions  submitted  by  West  coast  fleet  units  for  DLA  managed  material 
for  which  wholesale  stock  was  available  at  the  POE.  Research  revealed  that  requisitions 
were  not  always  satisfied  locally  and  that  adherence  to  current  policy  was  inconsistent, 
causing  delays  and  additional  costs.  A  supplemental  finding  revealed  a  need  for  wholesale 
stock  positioning  policy  changes  where  material  would  be  actively  positioned  at  selected 
stock  points  to  support  regional  demand. 
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I. 


ZMTRODnCTZON 


A.  MOTZVATZON 

The  changes  on  the  world  stage  over  the  last  several 
years,  as  well  as  our  domestic  economic  and  political 
circumstance,  have  necessitated  that  changes  be  made  in  the 
daily  operations  of  our  military  infrastructure.  Several  of 
these  changes  were  mandated  by  the  Secretary  of  Defense 
through  the  Defense  Management  Review  (DMR)  and  the 
accompanying  Defense  Management  Report  Decisions  (DMRDs) . 

An  overriding  theme  throughout  the  review  was  that  the 
military  establishment  must  reduce  the  cost  of  its  support 
infrastructure.  By  successfully  reducing  the  total  cost  of 
maintaining  the  infrastructure  in  conjunction  with  the 
reduction  in  force  level  end-strength,  we  can  reduce  the 
likelihood  of  the  need  for  future  reductions  in  force 
structure  and  personnel.  By  efficiently  reducing  the  overhead 
we  should  be  able  to  reduce  the  cost  of  operating  the  military 
without  a  corresponding  reduction  in  readiness. 

Thij  foray  into  "corporate  downsizing"  raises  the  question 
of  the  future  readiness  of  the  fleet:  "Can  we  really  do  more 
with  less?  Can  we  actually  achieve  the  magnitude  of  required 
savings  without  adversely  affecting  fleet  readiness?" 
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One  of  the  principal  areas  of  concern  is  our  ability  to 
provide  the  required  spare  parts  and  materials  to  the  afloat 
units  in  a  timely  manner.  OPNAVINST  4614. IF,  Uniform  Material 
Movement  and  Issue  Priority  System  (UMMIPS)  ,  delineates  the 
specific  time  standards  allowed  for  the  issue  and 
transportation  of  material  from  requisition  submission  to 
material  receipt.  These  UMMIPS  standards  are  quite  liberal 
and  have  come  under  question  as  to  their  validity  in  today's 
modern  age  of  rapid  transportation  and  automated  handling 
systems . 

Concurrent  with  the  question  of  time  delivery  standards  is 
the  question  of  stock  positioning.  Several  study  groups  are 
investigating  these  very  issues  to  determine  what  time 
standards  are  truly  acceptable  and  what  stockage  policy  should 
be  adopted. 

Given  the  prevailing  UMMIPS  standards  and  the  current 
Defense  Logistics  Agency  (DLA)  stockage  policy  for  material 
managed  by  DLA,  the  question  posed  by  this  thesis  is  whether 
the  current  system  is  truly  working  in  the  best  interest  of 
the  fleet  and  in  support  of  overall  rmproved  fleet  readiness. 
Any  delay  caused  by  the  incorrect  routing  of  a  requisition  or 
from  poor  stock  location  strategy  will  have  a  negative  impact 
on  fleet  readiness. 

When  a  requisition  is  routed  to  a  stock  point  further  from 
the  Point  of  Entry  (POE)  and  the  material  is  available  at  the 
POE  location,  then  readiness  could  be  sacrificed. 
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Every  measurable  loss  of  readiness  comes  at  a  cost,  and 
this  cost  can  be  expressed  in  a  number  of  ways . 

1 .  An  immediate  loss  of  weapons  systems  where  the  reduced 
readiness  can  be  expressed  in  length  of  system  downtime  and 
operational  manhours  lost . 

2 .  Incomplete  storerooms  where  the  delay  in  receipt  of 
stock  replenishment  could  translate  into  an  inoperative 
system  if  the  delayed  part  is  needed  before  receipt. 

3 .  Unnecessary  transportation  charges  for  shipment  of 
material  from  a  further  location  than  was  necessary. 

B.  PURPOSE  AND  SCOPE 

The  purpose  of  this  thesis  is  to  examine  West  coast  Fleet 
requisitions  submitted  to  the  Fleet  &  Industrial  Supply  (FISC) 
Center  San  Diego  as  the  POE  for  DLA  managed  material  to 
determine  if  the  requisitions  are  being  filled  from  material 
on  hand  in  San  Diego.  Through  this  thesis  we  will  identify 
the  unnecessary  additional  costs  both  in  dollars  and  in  lost 
readiness  associated  with  miss-handled  requisitions.  We  will 
also  identify  those  areas  where  the  system  is  not  functioning 
as  intended  and  will  make  specific  recommendations  to  correct 
the  deficiency,  which  will  result  in  subsequent  cost  savings. 

In  this  thesis  we  will  examine  only  those  requisitions 
with  an  Issue  Priority  Group  (IPG)  2  or  3.  IPG  1 
requisitions,  because  of  their  high  priority  status,  are 
processed  differently  at  the  POE.  IPG  1  requisitions  are 
intercepted  by  the  POE  and  filled  from  any  available  stock  on- 
hand,  regardless  of  the  inventory  echelon.  As  a  result,  there 
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is  not  the  same  potential  for  negative  impact  on  fleet 
readiness  because  of  misrouting. 

We  will  not  specifically  analyze  DLA's  stock  positioning 
policy  per  se.  Where  appropriate,  however,  we  will  make 
specific  recommendations  for  policy  changes  that  would 
ultimately  result  in  improved  readiness. 

C .  STRUCTURE 

The  structure  of  this  thesis  is  as  follows: 

Chapter  II  provides  a  brief  history  of  the  DMR  process  and 
highlights  those  DMRDs  that  have  had  an  effect  on  stock 
availability  and  the  changes  in  depot  operations.  Chapter  II 
also  examines  the  changing  roles  and  transformation  of  the 
Naval  Supply  Centers  into  the  FISC.  Finally,  Chapter  II 
addresses  DLA  with  respect  to  its  role  in  requisition 
processing  and  the  resultant  effect  on  costs  and  pricing. 

Chapter  III  details  the  logic  and  methodology  used  to 
acquire  the  data  and  to  select  the  subsets  used  for  detailed 
analysis.  This  chapter  chronicles  the  flow  process  and 
selection  criteria. 

Chapter  IV  analyzes  the  data  and  documents  specific 
results  found  with  regard  to  stock  availability,  action  taken 
by  the  ICPs,  and  processing  discrepancies  discovered.  Chapter 
IV  also  steps  outside  of  the  specific  requisition  processing 
review  to  discuss  the  impact  of  current  inventory  and  stock 


positioning  policies  relative  to  potential  cost  avoidance  that 
could  be  realized. 

Finally,  Chapter  V  contains  a  summary  of  this  thesis  and 
specific  recommendations. 
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ZI  BACKGROUND 


A.  HISTORY 

There  have  been  many  changes  over  the  past  several  years 
within  the  Department  of  Defense  (DoD) ,  relative  to  its  daily 
business  operations  and  the  size  and  scope  of  the 
infrastructure.  The  transformation  of  the  political  climate  in 
Eastern  Europe,  the  breakup  of  the  military  power  of  the 
former  Soviet  Union  as  well  as  other  changes  throughout  the 
world,  have  caused  political  administrations  in  the  United 
States  to  take  a  very  hard  look  at  our  National  Military 
Strategy  and  to  make  plans  to  change  our  force  structure  to 
meet  the  new  realities  of  a  dynamic  world. 

This  hard  look  at  the  military,  along  with  domestic 
economic  considerations,  has  pointed  to  DoD  as  a  potential 
source  for  significant  budgetary  savings.  With  an  ever 
growing  federal  budget  deficit,  a  tightening  of  the  defense 
budget  is  inevitable. 

1.  Defense  Management  Report  Process 

With  a  changing  economic  and  political  climate. 
President  Bush,  in  February  1989,  ordered  a  con^rehensive 
review  of  DoD.  This  review  was  to  identify  and  target 
specific  economies  of  scale  and  operational  efficiencies  that 
could  streeimline  DoD  and  thereby  generate  significant 
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budgetary  savings .  These  targeted  savings  and  spending 
reductions  would  come  to  be  known  as  the  'peace  dividend' . 

In  July  of  1989,  the  Secretary  of  Defense,  relying  on 
the  1985  Packard  Commission  study  as  a  basis,  issued  the 
Defense  Management  Report  (DMR) ,  which  would  become  the 
keystone  for  future  defense  infrastructure  planning. 

The  basic  objectives  of  the  DMR  were:  (Arthur  1990) 

•  To  reduce  overhead  within  DoD 

•  To  improve  weapons  system  performance 

•  Overhaul  the  planning,  programming  and  budget  process 

•  Reduce  micromanagement 

•  Strengthen  the  industrial  base 

•  Improve  ethical  standards  in  both  government  &  industry 

The  original  projected  savings  for  the  five  year 
period  1991  through  1995  was  $70.9  Billion  (Berube  1992)  .  In 
the  past,  projected  savings  were  generally  looked  upon  by  the 
services  as  goals  to  be  achieved.  However,  the  key  difference 
in  the  DMR  process  is  that  the  projected  savings  were  tied 
directly  to  the  budget  process  and  these  savings  were  taken  as 
reductions  against  the  services'  budgets. 

2.  Defense  Management  Review  Decisions 

The  responsibility  for  achieving  these  savings  was 
placed  at  the  desk  of  the  DoD  Comptroller.  In  order  to  ensure 
that  the  dollar  savings  and  intended  process  inprovements 
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would  be  realized,  the  Comptroller  issued  a  series  of  Defense 
Management  Report  Decisions  (DMRDs)  that  would  establish 
guidelines,  and  at  the  same  time  remove  the  targeted  savings 
from  the  service  budgets.  For  the  Department  of  the  Navy 
(DoN) ,  this  amounted  to  $21.6  Billion,  of  which  $13.5  Billion 
would  come  from  logistics,  with  the  remaining  savings  spread 
between  administration,  base  operations,  information  systems 
and  contract  management  (Berube  1992).  Of  the  more  than  50 
separate  Navy  interest  DMRDs  that  were  generated,  we  will 
briefly  review  DMRD  901,  DMRD  902  and  DMRD  926,  which  are 
pertinent  to  this  thesis. 

3.  DMRD  901:  Reducing  Supply  System  Costs 

DMRD  901  is  one  of  the  most  ambitious  decisions 
released.  This  single  action  would  account  for  $3.9  Billion, 
or  roughly  18%  of  the  total  Navy  share  of  projected  savings. 
Two  of  the  major  components  of  DMRD  901  call  for  the  reduction 
of  inventory  levels  and  the  stock  funding  of  base  operations. 
Prior  to  fiscal  year  1991,  the  cost  of  base  operations  for 
such  items  as  payroll,  transportation,  supply  management  and 
public  works  operations  were  paid  from  annual  appropriations 
such  as  Operations  and  Maintenance  Navy  (O&MN) .  This  policy 
changed  with  DMRD  901  so  that  now  all  base  operating  costs  for 
selected  supply  activities  are  paid  from  a  revolving  fund 
known  as  the  Defense  Business  Operations  Fund  (DBOF) .  The 
Supply  Management  business  area  of  this  revolving  fund  is 
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maintained  through  surcharges  applied  to  every  spare  part  and 
all  material  issued  through  the  supply  system.  This  mechanism 
ensures  full  cost  recovery  and  protects  the  fund  from  loss  of 
purchasing  power.  Although  this  facet  of  DMRD  901  has  a 
direct  impact  on  the  price  charged  for  the  item,  the  reduction 
of  inventory  levels  is  equally  as  important. 

Before  the  inplementation  of  DMRD  901,  the  Navy 
maintained  three  separate  levels  of  supply  system  inventory; 
consumer,  intermediate  and  wholesale.  In  order  to  acconplish 
the  mandated  funding  reductions,  the  Navy  had  to  eliminate  the 
intermediate  level  of  inventory.  This  concept  is  explored  in 
greater  detail  in  a  later  section. 

By  comparison,  DMRD  902,  Consolidation  of  Supply 
Depots  is  expected  to  generate  $1.2  Billion  in  savings  through 
1997  (Riley  1992) . 

4.  xaSRD  902:  Supply  Depot  Consolidations 

The  savings  projected  through  the  implementation  of 
DMRD  902  of  $1.2  Billion  were  to  be  achieved  by  creating  a 
standard  DoD  wholesale  physical  distribution  system  under  the 
management  of  DLA.  Physical  distribution  includes  receipt, 
stowage,  packaging  and  preservation,  shipping,  disposal  and 
physical  inventory  and  reconciliation.  DLA's  Supply  Depot 
Consolidation  plan  included  the  distribution  functions  of  30 
service  depots,  of  which  the  Navy's  seven  supply  centers  were 
included  (Riley  1992) . 
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The  inportance  of  DMRD  902  is  extended  to  stock 
consolidation  and  inventory  level  reduction  as  well  as  the 
actual  material  handling  and  physical  distribution  functions. 

5.  nCRO  926:  Inventory  Control  Point  Consolidation 

DoD  estimated  that  it  could  save  millions  of  dollars 
in  annual  operating  costs  if  it  consolidated  the  various 
inventory  control  points  under  one  agency.  DMRD  926  was 
commissioned  to  examine  how  many  ICPs  were  required  to  support 
total  defense  logistics  needs  (Andrew  1992)  .  The  transfer  of 
inventory  management  control  of  non-service-unique  consumable 
items  to  DLA  management  is  just  one  element  of  DMRD  926. 
Previous  to  DMRD  926,  each  service  managed  a  large  volume  of 
mostly  small  consumable  items  that  in  many  cases  were  not 
unique  to  that  service  and  were  duplicated  in  management  by 
the  other  services.  The  Consumable  Item  Transfer  (CIT) 
process  was  the  vehicle  that  facilitated  the  transfer  of  the 
non-service-unique  consumable  items  to  DLA  for  centralized 
management.  For  the  Navy,  this  amounted  to  more  than  270,000 
formerly  IH  and  IR  Cog  items,  that  would  now  be  identified  as 
9_  Cog  material . 

B.  NAVAL  SUPPLY  CENTERS 

Prior  to  the  enactment  of  DMRD  902,  each  of  the  services 
owned  and  operated  several  CONUS  (Continental  United  States) 
stock  point  activities.  The  Navy  operated  seven  major 
regional  stock  points  known  as  Naval  Supply  Centers  (NSCs) . 
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These  NSCs  performed  a  wide  array  of  functions  including, 
local  procurement,  hazardous  material  control  and  personal 
property  and  household  goods  shipments  in  addition  to  their 
primary  mission  to  function  as  a  geographic  stock  point  for 
material  distribution. 

In  this  primary  role,  these  NSC's  served  all  of  the 
regional  commands  including  fleet  units  and  major  and  minor 
shore  comotnands.  In  support  of  this  vast  array  of  customers, 
the  NSCs  held  the  three  separate  levels  of  inventory  for  Navy 
and  DLA  managed  material.  The  material  that  is  still  managed 
by  the  Navy,  are  the  Navy  unique  consumables  (IH  and  IR  Cog 
items)  and  a  wide  range  of  repairable  items  (7_  Cog)  .  DLA  now 
manages  a  greater  number  of  9_  Cog  items  that  are  general 
purpose  in  nature  which  can  be  used  by  any  of  the  services 
without  modification.  The  NSC  was  responsible  for  the 
inventory  management  functions  as  well  as  the  physical 
distribution  of  this  inventory.  DLA  maintained  physical 
distribution  of  the  wholesale  inventory  that  was  held  at  their 
own  depots. 

1 .  Inventory  Levels 

Under  the  pre-DMR  supply  system,  the  Navy  as  a  whole 
managed  a  three  echelon  inventory  system  consisting  of  a 
consumer  level,  an  intermediate  level  and  a  wholesale  level. 
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a .  Conauaar  Lmvml 


The  consumer  level  of  inventory,  regardless  of 
funding  source,  is  inventory  bought  and  maintained  to  support 
a  specific  customer.  All  ships/ fleet  units  and  most  shore 
commands  hold  individual  consxamer  level  inventories.  This 
inventory  is  the  first  point  of  referral  for  any  requisition, 
since  it  is  the  closest  to  the  customer,  and  quantities 
maintained  are  generally  selectively  chosen  for  that 
individual  command  based  upon  local  demand. 
b.  Jneamediata  Laval 

This  level  of  inventory  was  purchased  by  the  local 
NSC  based  upon  geographic  demand,  and  this  demand  was  captured 
from  requisitions  submitted  to  the  NSC,  acting  as  the  local 
POE  for  requisition  processing.  This  intermediate  level  of 
inventory  was  unique  in  that  it  consisted  of  DLA  and  General 
Service  Administration  (GSA)  9_  Cog  material  that  was  bought 
by  the  NSC  from  the  DLA/GSA  wholesale  level  inventory.  The 
NSCs  would  then  maintain  responsibility  and  visibility  as  well 
as  exercise  control  over  this  inventory.  Intermediate  level 
material  would  be  sold  to  customers  who  would  either  place  the 
item  in  service  or  use  the  material  to  replenish  their  own 
consumer  level  inventory.  This  intermediate  level  of 
inventory  was  often  referred  to  as  GEOSUP  (Geographic 
Support) . 
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c.  MholmM»l0  L0V01 


Wholesale  inventory  is  that  level  of  inventory 
purchased  by  an  Inventory  Control  Point  (ICP)  using  revolving 
stock  fund  money,  and  then  positioned  at  a  given  stock  point 
for  issue  to  customers .  The  ICP  as  inventory  manager  has 
exclusive  visibility,  accountability  and  control  of  this 
inventory  on  a  worldwide  level.  The  item  manager  at  the  ICP  is 
the  individual  responsible  for  maintaining  adequate  worldwide 
levels  of  stock  for  a  given  item  and  is  the  sole  authority  for 
the  movement,  relocation  and  issue  of  the  item  (NAVSUP  PUB 
553)  . 

The  physical  distribution  functions  for  the 
intermediate  and  wholesale  levels  of  inventory  were  controlled 
by  the  NSCs, 

2 .  Requisition  Processing 

In  the  NSC's  role  as  the  local  POE  for  all 
requisitions  submitted  to  the  supply  system,  requisitions  that 
were  submitted  were  screened  by  the  NSC  against  inventories 
held  and  material  was  issued  accordingly. 

For  9_  Cog  material,  the  NSC  would  screen  the 
intermediate  level  and  would  issue  material  onhand.  The 
demand  for  this  item  would  be  recorded  and  the  NSC  would  then 
procure  the  replacement  from  the  DLA/GSA  wholesale  level.  If 
the  material  was  not  carried  (NO  or  not-in-stock  (NIS) ,  the 
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requisition  would  be  passed  directly  to  the  appropriate 
DLA/GSA  ICP  for  action. 

Requisitions  for  Navy  managed  material  {!_  &  7_  Cog) 
would  be  filled  directly  from  the  wholesale  inventory  held  on 
hand  or  passed  to  the  Navy  ICP  for  action  if  the  item  was  NC 
or  NIS. 

C.  FLEET  6  ZHDUSTRIAL  SUPPLY  CENTERS 
1 .  Evolution 

The  need  for  robust  supply  support,  especially  during 
a  period  of  rapid  downsizing,  is  a  key  element  in  the  Navy's 
ability  to  operate  effectively.  The  Fleet  &  Industrial  Supply 
Centers  (FISCs)  were  bom  from  the  need  to  satisfy  two 
requirements . 

First  was  the  requirement  of  DMRD  902  to  consolidate 
all  supply  depot  warehousing  functions  of  the  services.  The 
elimination  of  Navy  managed  distribution  operations, 
specifically  for  NSC  San  Diego,  removed  only  35%  of  the 
business  that  the  former  NSC  performed.  The  remaining  65%  of 
their  previous  tasking  is  still  a  valid  requirement  that  needs 
to  be  performed,  and  the  FISC  is  designed  to  meet  this  need 
(Banghart  1993). 

Second  was  the  issue  of  readiness  and  fleet  support . 
Downsizing  and  the  need  to  achieve  mandated  cost  savings  at 
the  NSCs  as  well  as  afloat  and  other  shore  commands  led  to  the 
evolution  and  structuring  of  the  FISC.  The  FISC  concept  calls 
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for  the  absorption  of  the  'overhead'  operations  of  many 
commands  who  now  find  the  cost  of  performing  these  operations 
on  their  own  prohibitive.  Through  this  transfer  of  workload, 
the  FISC  performs  functions  that  are  in  their  area  of 
expertise,  thereby  creating  a  competitive  advantage  that 
translates  into  efficiency  at  the  FISC  and  a  cost  savings  to 
the  customer. 

The  efficiencies  and  economies  of  scale  are  the  most 
evident  in  the  inventory  management  of  consumer  level 
inventories  for  local  industrial  activities,  centralization  of 
procurement  operations  and  contract  management,  plus  the 
traditional  areas  of  supply  management  such  as  hazardous 
material  control,  personal  property  and  household  goods 
shipment.  The  FISC  essentially  becomes  the  'Supply  Officer' 
for  its  customers,  and  in  this  role  performs  the  following 
functions;  (Burrison  1993) 

•  Inventory  management 

•  Local  procurement 

•  Customer  services 

•  Non-standard  materials  management 

The  benefits  to  the  Navy,  and  specifically  to  their 
individual  customers,  of  the  FISC  concept  are; 

•  Reduced  regional  consumer  level  inventories 

•  Minimized  duplicative  supply  functions 
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•  Active  Supply  advocate 

•  Liaison  with  fleet  units 

2 .  inventory  Levels 

As  a  result  of  DMRDs  901  and  902  the  Navy's  management 
of  intermediate  levels  of  9_  Cog  material  has  been  eliminated. 
This  changed  the  Navy  from  a  three  echelon  supply  system  to  a 
two  echelon  consumer-wholesale  system.  Under  this  two-echelon 
system,  the  FISCs  now  perform  the  role  of  inventory  manager 
only  for  the  consumer  level  inventory  held  for  their 
customers,  whereas  the  NSCs  once  managed  both  intermediate  and 
consiimer  levels.  As  an  inventory  manager,  the  FISC  is 
responsible  for  recording  the  demand  and  maintaining  an 
adequate  level  of  stock  so  as  to  avoid  a  stock-out  position. 
Replacement  spares  are  bought  from  the  wholesale  inventory 
level  and  at  present,  distribution  of  the  consumer  level 
inventory  is  maintained  by  the  FISC  (Dawson  1994) . 

One  exception  to  this  policy  is  that  the  FISC  will 
continue  to  act  as  an  inventory  manager  for  9_  Cog  material 
in  support  of  fleet  units  and  other  shore  commands,  for 
material  that  DLA  does  not  centrally  manage  and  stock,  such  as 
material  coded  with  an  Acquisition  Advice  Code  (AAC)  I,  K  and 
L,  or  material  coded  with  a  local  stock  number. 

An  Acquisition  Advice  Code  indicates  in  what  manner 
and  under  what  restrictions,  if  any,  an  item  will  be  acquired 
by  the  customer  in  support  of  immediate  demand. 
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AAC  I .  This  material  is  coded  for  direct  procurement 
by  the  requisitioner  from  a  centrally  managed  contract  or 
schedule.  It  permits  the  user  activity  to  place  an  order  with 
the  vendor  for  direct  delivery. 

AAC  K.  These  items  are  stocked  domestically  for  use 
by  overseas  activities,  or  where  local  purchase  is  not 
available.  Non-overseas  users  obtain  this  material  through 
local  purchase. 

AAC  L.  This  material  is  not  stocked  nor  centrally 
managed  at  the  wholesale  distribution  level,  but  is  authorized 
for  local  purchase  as  the  normal  means  of  support . 

3 .  Requisition  Processing 

One  of  the  more  significant  changes  to  daily 
operations  occurred  in  requisition  processing  for  everyone 
except  FISC  customers.  Where  the  NSCs  once  served  all  fleet 
and  shore  commands  equally,  the  FISCs  now  have  specific 
customers.  A  partnership  is  established  between  the  FISC  and 
specific  fleet  and  industrial  shore  based  customers  where  the 
FISC  provides  many  of  the  services  that  these  customers  had 
previously  provided  for  themselves. 

All  requisitions  for  material  from  non-FISC  customers 
are  submitted  to  the  local  POE  and  forwarded  directly  to  the 
appropriate  ICP  for  action.  The  ICP,  as  the  wholesale 
inventory  item  manager,  in  theory,  is  supposed  to  know  the 
location  of  worldwide  assets  and  can  pass  the  requisition  to 
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Che  appropriate  stock  point  for  issue  of  material .  The  demand 
for  the  item  is  recorded  by  the  ICP  at  the  wholesale  level . 

Two  exceptions  to  this  policy  exist.  First,  if  the 
requisition  is  an  Issue  Priority  Group  (IPG)  1,  then  the  FISC 
can  intercept  the  requisition  and  fill  the  requirement  from 
the  consumer  level  inventory  they  manage  if  stock  is 
available.  An  IPG  1,  which  is  the  highest  group  of  priority 
designators,  is  any  requisition  with  a  priority  designator  of 
01,  02  or  03 .  An  IPG  2  requisition  has  a  priority  designator 
of  04,  05  or  06  and  IPG-3  requisitions  have  priority 
designators  of  07-15. 


Table  I  PRIORITY  DESIGNATORS 


UND 

FAD 

A 

B 

C 

I 

01 

04 

11 

IZ 

02 

05 

12 

III 

03 

06 

13 

IV 

07 

09 

14 

V 

08 

10 

15 

Priority  designators  are  defined  by  OPNAVINST  4614. IF 
and  are  derived  through  a  combination  of  the  Force  Activity 
Designator  of  the  requisitioner  and  the  Urgency  of  Need  for 
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the  material.  This  issue  will  be  discussed  in  more  detail  in 
Chapter  IV.  The  second  exception  is  that  an  IPG  2  or  3 
requisition  from  an  afloat  unit  can  also  be  intercepted  and 
filled  from  consumer  level  inventory  if  the  stock  position  of 
that  item  is  in  excess,  i.e.  above  the  requisitioning 
objective.  If  not,  the  requisition  is  passed  directly  to  the 
responsible  ICP. 

D.  DEFENSE  LOGISTICS  AGENCY 

DLA  is  the  organization  within  DoD  that  is  assigned  the 
task  of  inventory  management  for  all  consumable  material  that 
is  not  service  unique.  This  task  is  performed  through  various 
ICPs  that  manage  material  based  on  supply  classification.  In 
addition,  DLA  is  responsible  for  all  physical  distribution 
functions  for  material  held  at  the  wholesale  level.  Because 
DLA  operates  all  across  DoD,  each  of  the  services  currently 
share  in  the  management  and  operation  of  the  agency. 

1.  Requisition  Processing  Policy 

The  governing  procedures  for  requisition  processing 
for  DLA  are  contained  in  Department  of  Defense  Manual  4140.2 
"Supply  Operations  Manual."  The  central  controlling  system  is 
the  Standard  Automated  Material  Management  System  (SAMMS)  that 
establishes  Source  Preference  Tables  (SPT) .  The  main 
objective  of  the  SPT  is  to  find  the  material  at  the  location 
closest  to  the  requisitioner . 
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The  continental  United  States  is  divided  into  95 
geographic  zones  based  upon  local  ZIP  codes.  The  procedure 
for  the  requisition  processing  system  is  to  go  to  the  point  of 
entry  of  the  requisition  first  and  attenpt  to  locate  the 
material.  If  the  item  is  not  available  at  the  POE,  then  the 
table  provides  for  the  process  to  expand  outward  in  concentric 
circles  until  sufficient  stock  is  found  to  satisfy  the 
requirement . 

The  requisition  processing  system  is  conputer  driven, 
based  upon  manual  input  to  the  SPT.  This  factor  presents 
numerous  possibilities  for  error. 

First,  the  rapid  expansion  of  the  Consumable  Item 
Transfer  (CIT)  process  has  greatly  increased  the  depth  and 
breadth  of  material  managed  by  DLA.  During  this  transfer 
process,  inventory  balances  that  were  reported  to  the  item 
manager  as  being  available  for  issue  and  release  were  often 
unreliable  and  frequently  in  error.  These  errors  were  caused 
by  both  software  incompatibility  between  DLA  and  the  services 
and  discrepancies  in  the  decapitalization  documents.  These 
decapitalization  documents  are  the  vehicles  where  by  the  Navy 
recoups  the  cost  of  the  intermediate  inventory  purchased  and 
returns  the  material  to  the  wholesale  inventory  under  the 
control  of  DLA. 

Second,  as  a  result  of  DMRDs  901  and  902  the  number  of 
stowage  sites  has  expanded  rapidly  from  a  relatively  few  to 
more  than  90,  each  with  different  inventories  and 
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capabilities.  Because  of  these  rapid  changes,  the  SPT  is 
often  incorrectly  coded  which  causes  a  corresponding  loss  in 
its  effectiveness. 

One  of  the  primary  filters  in  the  SPT  is  to  prevent  a 
requisition  from  crossing  the  East-West  dividing  line.  The 
last  stock  point  on  either  coast  that  any  requisition  should 
be  forwarded  to  is  the  Primary  Distribution  Site.  No 
requisition,  according  to  the  matrix,  should  ever  cross  the 
Mississippi  River  (Brock  1994) .  These  variables  provide  the 
basis  for  a  very  coit^lex  system  that  requires  manual 
intervention  and  input  and  as  such  has  the  potential  for 
generating  inadvertent  and  unnecessary  costs. 

2 .  Distribution  Sites 

Under  DLA  stock  position  policy,  stock  is  positioned 
at  three  types  of  storage  sites.  Assignment  to  one  of  the 
following  classifications  is  not  mutually  exclusive,  i.e.  an 
individual  site  may  be  classified  in  one  or  more  ways  at  the 
same  time.  (Although  DLA's  stock  positioning  policy  is  not 
the  focus  of  this  thesis,  a  basic  understanding  of  these  depot 
types  is  necessary.) 

a.  Primary  Distribution  Sites  (PDS) 

PDS  locations  are  high  volume  mechanized 
distribution  facilities  which  have  been  specifically  designed 
to  provide  global  support  for  general  items.  Only  a  minimum 
of  these  sites  will  be  designated. 
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b.  Spmcialimmd  Dimtribution  Sitmm  (SDS) 

Specialized  Distribution  Sites  will  be  used  to 
support  customer  requirements  on  a  regional  basis,  or  to 
provide  global  support  for  material  that  requires  special 
handling  equipment,  or  for  material  that  has  certain  specific 
or  unique  characteristics  such  as  hazardous  material  or  plate 
steel . 

c.  Satellite  Warehouse  Sites  (SWS) 

SWS  facilities  will  be  eirployed  to  meet  the 
warehousing  requirements  of  low  volume  items,  or  they  may  be 
designated  as  sites  to  perform  other  missions  such  as 
processing  returns  or  reconditioning  and  repacking  items. 

3.  Defense  Distribution  Depot  San  Diego 

The  Defense  Distribution  Depot  San  Diego  (DDDC)  was 
established  in  March  of  1992  in  support  of  DMRD  902,  when  the 
warehousing  functions  previously  handled  by  NSC  San  Diego  were 
turned  over  to  DLA  (Banghart  1993) . 

The  warehouse  facilities  located  in  San  Diego  are  not 
currently  classified  as  either  a  PDS  or  an  SDS,  but  all 
warehouse  functions  are  controlled  by  DDDC  as  the  Distribution 
Manager,  Inventory  management  of  the  wholesale  level 
inventory  is  controlled  by  the  respective  ICP,  and  all 
requisitions  that  are  referred  to  San  Diego  by  a  DLA  ICP  are 
processed  by  DDDC  (Enge  1994) . 
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4 .  Cost  Structure 


a .  Surch»ram 

When  a  customer  requisitions  and  receives  an  item 
he  pays  not  only  the  direct  cost  of  the  material,  but  also  the 
indirect  cost  of  purchasing,  receiving,  warehousing,  issuing 
and  shipping  the  material .  The  indirect  costs  are  included  in 
the  cost  of  operations  and  covered  under  the  DBOF  as  discussed 
in  section  A, 3  of  this  chapter. 

These  costs  are  not  charged  to  the  reguisitioner 
directly  on  a  dollar  for  dollar  basis,  but  are  instead  passed 
to  the  customer  in  the  form  of  a  surcharge  (a  %  of  the  unit 
price)  added  to  each  item. 

Currently,  the  distribution  cost  for  DLA  managed 
items  that  include  transportation,  warehousing  and  inventory, 
is  approximately  $500  million  per  year.  This  figure  includes 
approximately  $155  million  in  CONUS  second  destination 
transportation  charges.  Second  destination  transportation 
charges  are  those  charges  that  are  incurred  when  the  material 
is  shipped  from  the  stowage  site  (stock  point)  to  the 
customer.  This  $500  million  corresponds  to  roughly  a  4.5% 
increase  to  the  xinit  price  of  the  item  via  the  surcharge 
(Poleo) .  For  fiscal  year  1994  the  total  surcharge  for  non¬ 
fuel  items  stands  at  29%  (O'Donoghue  1994)  . 
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Jb.  iBBUm  COBtB 


Issue  costs  in  this  context  are  defined  as  a 
combination  of  both  DLA  warehouse  costs  and  all  transportation 
charges.  Warehouse  costs  include  all  costs  associated  with 
the  receipt,  stowage,  processing,  packaging  and  distribution 
of  material  at  a  stock  point.  These  warehouse  costs  vary  from 
one  location  to  another  based  upon  local  labor  rates,  lease 
charges,  warehouse  space,  etc.,  but  are  all  inclusive  for 
purposes  of  calculating  a  value  to  be  used  for  the  surcharge. 
The  same  holds  true  for  second  destination  transportation 
charges  that  vary  in  actual  cost  from  site  to  site. 

Warehouse  costs  are  relatively  stable  within  a 
given  site  and  become  a  factor  only  if  the  workload  for  that 
location  deviates  significantly  from  the  budgeted  base  line. 
Therefore  to  issue  additional  material  from  a  given  stock 
point  would  tend  not  to  have  as  great  an  inpact  on  budgeted 
expenses  as  would  the  additional  transportation  costs  incurred 
if  a  part  were  shipped  over  a  greater  distance  than  necessary. 
For  every  requisition  not  filled  from  San  Diego  when 
sufficient  material  was  available,  an  unnecessary 

transportation  charge  will  be  incurred, 
c.  Pricinff  Structure 

The  pricing  structure  established  to  identify 
costs  involved  with  the  issue  and  transportation  of  material 
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recognizes  different  levels  of  material  as  well  as  different 
levels  of  service. 

(1)  Material.  Material  is  categorized  in  one  of 
three  forms:  Binable  items  (less  than  2  cubes  in  size), 
Mediiom  bulk  items  and  Heavy  bulk  items. 

(2)  Service.  The  different  levels  of  service  are 
based  on  whether  the  item  is  delivered  from  an  on-base  stock 
point  or  off-base  stock  point.  On-base  issue  costs  are 
essentially  warehouse  costs.  Off-base  costs  include  warehouse 
costs  and  transportation  charges.  The  cost  of  these  items  are 
as  follows . 


Blxiable 

Med-Bulk 

Heavy-Bulk 


On-Baee  Off-Base 

$7.00  $13.00 

$13.00  $25.00 

$67.50 


In  addition  to  warehouse  and  transportation 
charges,  a  transhipment  charge  of  $3.00  per  item  is  assessed 
for  those  requisitioners  who  do  not  have  an  established 
receiving  department .  This  generally  applies  to  material 
delivered  directly  to  an  end-user  such  as  a  ship  at  the  pier. 

5 .  Cost  Impact 

Each  of  these  separate  charges  are  important  to  note 
because  of  the  additional  costs  incurred  when  material  is 
issued  from  a  stock  point  other  than  the  on-base  location. 

For  example,  the  cost  to  DLA  to  deliver  a  medium  bulk 
item  to  a  ship  in  port  San  Diego  from  DDDC  is  $13.00.  If  the 
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same  item  were  issued  from  any  other  stock  point  the  cost 
would  be  $28.00  ($25  +  $3).  The  difference,  $15.00,  is  an 
additional  cost  of  operations.  These  charges  are  based  on 
current  DLA  projections  for  business  volume  and  current  costs 
for  labor  and  transportation  and  have  been  used  to  establish 
the  current  surcharge.  If  actual  costs  incurred  by  DLA  are 
greater  than  the  budget  costs  used  to  determine  the  surcharge, 
then  the  following  year  surcharge  would,  by  necessity,  be 
increased  (Poleo  1994) . 

This  increased  surcharge  would  eventually  be  absorbed 
by  the  customer,  thus  increasing  his  costs  and  reducing  the 
real  value  of  his  operating  budget. 
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IZZ  MSTRODOLOGY 


A.  OBJBCTZVB 

In  this  thesis  we  examine  requisition  procedures  for  IPG 
2  &  3  requisitions  submitted  by  West  coast  fleet  units  to 
FISC-SD  as  POE  for  DLA  managed  material;  and  to  determine  if 
the  issue  point  for  the  material  was  selected  in  the  best 
interest  of  the  fleet,  that  is,  was  the  delay  in  receipt  of 
the  material  minimized  so  as  to  decease  system  down  time  and 
increase  operational  availability.  Through  this  thesis  we 
will  atteirpt  to  identify  any  unnecessary  additional  costs 
associated  with  miss-handled  requisitions.  We  will  identify 
those  areas  where  the  system  is  not  operating  as  intended  and 
make  specific  recommendations  to  correct  the  deficiency  which 
will  result  in  subsequent  cost  savings. 

B.  DATA  COLLBCTZON 

In  support  of  this  research,  two  separate  data  sets  from 
the  Requisition  Status  File  (RSF)  maintained  by  FISC-SD  were 
obtained  for  the  period  22  Nov  93  through  24  Feb  94.  These 
two  files  are  distinguished  from  each  other  by  the  Document 
Identifier  (DOCID)  of  the  requisition.  A  DOCID  is  a  three 
digit  code  which  indicates  the  purpose  and  use  of  the  docximent 
(i.e.  the  document  is  an  original  requisition,  a  referral,  a 
follow-up,  etc.)  (NAVSUP  P-485) . 
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1.  DociiBwnt  Identifier  AOA/AOl  File 


DOCID  AOA  is  used  to  identify  an  original  requisition 
intended  for  domestic  shipment  of  material  that  can  be 
identified  by  a  valid  National  Stock  Number  (NSN) .  DOCID  AOl 
is  the  same,  but  is  for  overseas  shipment  of  material. 

Appendix  E  is  a  partial  listing  of  the  original  data 
set  obtained  to  begin  this  research.  This  file  contained 
82,610  records  and  was  a  complete  list  of  all  IPG  2  &  3 
requisitions  submitted  from  all  sources,  through  POE  San  Diego 
for  DLA  managed  material,  that  were  not  subsequently  referred 
back  to  San  Diego  for  issue  of  material.  These  requisitions 
are  carried  in  the  RSF  with  DOCIDs  of  AOA  &  AOl.  If  the 
requisition  had  been  referred  back,  the  DOCID  would  have  been 
overwritten,  maintaining  all  other  pertinent  data. 

This  AOA/AOl  file  was  reduced  so  that  it  contained 
only  those  requisitions  that  carried  a  service  code  "R“  in  the 
document  niunber,  which  indicates  that  the  requisition  is  from 
a  Pacific  Fleet  operating  unit  (NAVSUP  P-485) .  This  reduced 
the  file  to  61,775  records. 

2.  Document  Identifier  A5A/A51 

DOCID  A5A  identifies  a  Material  Release  Order  for  the 
domestic  shipment  of  material  that  can  be  identified  by  a 
valid  National  Stock  Number  (NSN) .  Similarly,  DOCID  A51  is 
the  same,  but  signifies  an  overseas  shipment  (NAVSUP  P-485) . 
A  requisition  passed  from  an  ICP  to  a  stock  point  with  a  DOCID 
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of  A5A/A51  is  essentially  an  order  for  the  stock  point  to 
issue  the  material  on  hand. 

Appendix  F  is  a  partial  listing  of  A5A/A51  records 
obtained  to  conduct  research.  This  data  set  contained  5,892 
records  and  was  a  listing  of  all  IPG  2  &  3  requisitions 
originally  submitted  through  FISC-SD  as  the  POE,  but  then  were 
subsequently  referred  back  to  San  Diego  by  the  DLA  ICP  for 
issue  of  material  from  wholesale  level  inventory. 

This  A5A/A51  file  contained  records  from  all  sources 
of  input.  To  maintain  a  consistency  of  comparison,  only  the 
"R"  service  code  requisitions  were  selected  which  reduced  the 
file  to  1,873  records.  These  1,873  records  are  important  and 
will  be  used  to  identify  inconsistencies  in  requisition 
processing  procedures  where  some  requisitions  for  a  given 
stocked  item  are  returned  for  issue  of  material  while  others 
are  not.  However,  unless  otherwise  noted,  all  future 
references  to  files  and  requisitions  will  be  for  the  AOA/AOl 
requisition  file. 

C .  SELECTION  CRITERIA 

1.  Master  Stock  Item  Record  (MSIR)  Card 

A  relatively  few  number  of  DLA  managed  stock  numbers 
are  actually  held  in  San  Diego  at  the  wholesale  level.  For 
those  items  that  are  carried  at  the  wholesale  level,  a  MSIR 
card  is  maintained  listing  the  appropriate  "AA"  Cog  that 
identifies  the  corresponding  ICP  for  that  material.  For 
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material  held  at  the  consumer  level  or  retail  level,  the  MSIR 
indicates  the  corresponding  9__  Cog  for  that  material. 

There  is  still  a  considerable  amount  of  inventory 
being  held  at  the  intermediate/retail  level  in  San  Diego.  As 
of  this  thesis  date  (May  1994)  the  final  decision  has  not  been 
made  as  to  whether  this  material  will  be  converted  to  consumer 
level  inventory,  or  decapitalized  and  offered  to  DLA  (Dawson 
1994) .  Since  this  inventory  is  still  owned  by  the  Navy  and 
not  part  of  wholesale  inventory,  it  is  not  considered  as 
available  inventory  for  issue  to  satisfy  IPG  2  &  3 
requisitions . 

In  this  thesis,  therefore,  we  will  primarily  consider 
only  those  items  that  have  a  valid  "AA"  MSIR  on  file  in  San 
Diego  indicating  that  the  item  is  in-stoc)c  and  maintained  at 
the  wholesale  level. 

2 .  Test  DataBase 

From  the  file  of  61,775  records,  there  were  791 
requisitions  received  from  'R'  service  code  activities  for 
material  held  at  the  wholesale  level  for  which  a  valid  "AA“ 
MSIR  was  maintained.  These  791  requisitions  represented  482 
different  stoc)c  ntunbers.  We  randomly  select  100  requisitions 
from  the  791  available  which  would  be  used  for  further 
research  and  analysis.  The  100  randomly  selected  requisitions 
represented  89  different  stock  numbers. 


30 


We  selected  100  requisitions  because  each  requisition 
must  be  manually  traced  through  the  Transaction  Ledger  History 
for  stock  availability  at  San  Diego  and  each  requisition  must 
then  be  manually  traced  through  Transaction  History  at  the 
appropriate  DLA  ICP  to  determine  action  taken.  These 
procedures  are  labor  intensive,  and  expanding  the  depth  of  the 
test  would  not  significantly  affect  the  results. 

This  random  selection  produced  a  sampling  error  of 
5.6%  at  a  95%  confidence  interval,  and  is  considered 
justified. 

•  The  100  requisitions  represent  12.6%  of  the  original 

791. 

•  The  89  different  stock  nximbers  represent  18.5%  of  the 

482  different  stock  numbers  available  for  selection. 

3.  Flow  Chart  Analysis 

The  flow  chart  presented  in  Figure  1  identifies  the 
process  followed  in  the  data  gathering  and  requisition 
selection  beginning  with  the  universe  of  all  available 
requisitions  through  the  selection  of  the  saitple  data  base. 
Where  appropriate,  the  number  of  requisitions  or  stock  numbers 
involved  is  indicated. 

This  flow  chart  begins  with  all  requisitions  submitted 
to  San  Diego  as  the  input  data.  The  first  filter  removed  all 
IPG  1  requisitions,  which  are  processed  differently  than  IPGs 
2  or  3,  and  therefore  not  within  the  scope  of  this  thesis. 
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Likewise,  the  second  decision  filter  removed  all  requisitions 
for  other  than  DLA  managed  material.  To  further  limit  the 
scope  of  this  thesis  the  next  filter  selected  only  those 
requisitions  with  service  code  “R"  indicating  the  source  as  a 
Pacific  Fleet  unit. 

The  next  decision  in  the  flow  chart  marks  the 
separation  of  those  requisitions  that  were  correctly  returned 
to  San  Diego  for  issue  of  material  from  those  that  were  not . 
This  action  produced  a  file  of  61,775  requisitions  that  would 
require  further  investigation.  In  an  effort  to  not  skew  the 
analysis,  an  additional  decision  node  was  entered  that 
selected  only  those  requisitions  for  material  where  a  valid 
"AA"  MSIR  existed.  This  final  filter  produced  a  data  set 
containing  791  requisition,  of  which  100  were  randomly 
selected  for  analysis.  Through  this  series  of  decisions  and 
filters,  a  determination  of  what  percentage  of  requisitions 
were  processed  in  accordance  with  established  requisition 
processing  policy  and  how  many  different  stock  numbered  items 
were  involved  was  achieved. 
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All  reqns 
submitted  to 
NDZ  as  POE 


Yes  /  System  worked 
(1 ,873)  /  as  Intended. 

I  No  (61,775) 

Figure  1 


33 


Number  of 
different  NSN 
involved:36,682 
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IV  AMMiYSIS 


A .  DATA  BVALUATZON 
1 .  Overview 

An  examination  of  the  raw  data  available  for  the 
period  of  study  from  22  Nov  93  -  24  Feb  94  reveals  the 
following  statistics. 


88,502 


63,648 


61,775 


791 


1,873 


requisitions  were  submitted  to  NDZ  for  DLA  managed 
material  from  all  sources  during  the  test  period, 
requisitions  of  the  total  88,502  (71.9%)  were  from 
Pacific  Fleet  units  only. 

of  the  Pacific  Fleet  requisitions  (97.1%)  were  not 
subsequently  returned  by  DLA  to  San  Diego  for  issue 
of  material.  These  requisitions  represent  36,682 
different  stock  numbers 

requisitions,  of  the  61,775  not  returned,  were  for 
material  where  a  valid  "AA*  MSIR  did  exist.  These 
requisitions  represented  482  different  stock 
nximbers . 

requisitions,  of  the  original  63,648  submitted  by 
Pacific  Fleet  units,  were  returned  by  a  DLA  ICP  to 
San  Diego  for  issue  of  material  on  hand.  These 
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requisitions  represented  1,319  different  NSNs,  all 
of  which  had  a  valid  “AA“  MSIR. 

It  must  be  noted  that  the  test  period  used  to  conduct 
the  research  is  one  where  traditionally  the  volume  of 
requisition  activity  is  significantly  lower  than  during  other 
periods  of  the  year.  This  is  due  to  the  holiday  season 
(Thanksgiving  through  New  Year's),  where  the  Operations  Tenpo 
is  noticeably  slower.  There  is  generally  less  routine 
maintenance  performed  and  as  a  result  of  reduced  system 
operation,  there  is  less  corrective  maintenance  and  system 
failures . 

Because  of  this  seasonal  effect,  actual  research 
findings  were  required  to  be  annualized  and  all  projections 
have  been  calculated  based  on  a  statistical  inference  and 
these  projections  have  been  adjusted  for  seasonality.  The 
statistics  and  percentages  in  Appendix  A  were  used  to  generate 
the  projections. 

To  project  the  annualized  demand,  actual  requisition 
data  retrieved  during  the  test  period  was  used  as  the  basis 
for  all  estimates.  Of  the  61,775  requisitions  not  returned  to 
San  Diego  for  issue,  there  were  31,695  for  items  where  a  valid 
9_  Cog  MSIR  did  exist,  indicating  either  consumer  or  retail 
level  inventory  was  available  and  29,289  were  requisitions  for 
items  where  the  material  was  not  carried  locally. 
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2.  Sampling  Results 

A  random  sample  of  100  of  the  791  requisitions 
submitted  for  material  where  a  valid  “AA“  MSIR  did  exist  was 
selected  (47  were  IPG  2  and  53  were  IPG  3)  and  further 
analysis  revealed  the  following  information. 

a.  Stock  Availability 

Eighty-four  of  the  100  requisitions  sampled  (39 
IPG  2  and  45  IPG  3)  revealed  that  there  was  sufficient  stock 
on  hand  in  San  Diego  as  of  the  supply  action  date  of  the 
requisition  to  satisfy  the  requirement  in  full. 

b.  DLA  ICP  Action 

Ninety-three  percent  of  the  requisitions  forwarded 
to  DLA  were  subsequently  passed  to  a  stock  point  for  issue  of 
material.  The  remaining  7%  of  the  requisitions  sanpled  are 
still  awaiting  some  further  action.  This  includes 
requisitions  that  have  been  backordered,  those  that  are 
awaiting  direct  procurement  action  and  those  that  were 
cancelled  by  DLA  because  of  an  incorrect  unit  of  issue  in  the 
original  document . 

c.  Inventory  Position 

Currently  there  are  42,557  line  items  carried  in 
San  Diego  with  a  valid  “AA"  Cog  MSIR.  The  following  is  a 
breakdown  by  Cog  and  the  inventory  value  as  of  30  April  94. 
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COO 

Qty 

% 

Value (M) 

% 

AX  (90 

9,710 

22.80% 

$49.10 

21.40% 

CX  (9G) 

10,943 

25.70% 

$64.90 

28.30% 

KZ  (9Z) 

7,715 

18.10% 

$29.60 

12.90% 

TX  (9N) 

12,529 

29.40% 

$72.20 

31.50% 

Others 

Total 

1.660 

42,557 

4.00% 

$13.30 

$229.10 

5.90% 

d.  Requiaition  Procmaaiag  Diacrmpaxicy 

There  were  1,873  requisitions  which  were  returned 
by  a  DLA  ICP  to  San  Diego  for  issue  of  material .  A  careful 
analysis  of  these  requisitions,  coirparing  them  to  the  791  that 
were  not  returned,  could  produce  no  plausible  explanation  as 
to  why  these  requisitions  were  returned  and  the  others  were 
not .  Nothing  in  the  DLA  policy  manual  suggests  any  reason  for 
this  inconsistency.  There  were  197  requisitions  where  both  an 
AOA/AOl  record  and  an  A5A/A51  record  existed  for  the  same 
stock  number.  Sixty  percent  (119  of  197)  of  the  requisitions 
for  these  same  stock  numbers  were  returned  while  40%  (78  of 
197)  were  not. 

A  further  analysis  of  this  combined  data  set  of 
197  requisitions  revealed  47  individual  stock  numbers,  and  a 
random  sample  of  these  NSNs  showed  that  82%  had  a  sufficient 
quantity  on  hand  when  both  the  A5A/A51  record  was  returned  for 
issue  and  the  AOA/AOl  was  passed  unfilled.  This  comparison 
between  requisitions  returned  and  those  that  were  not, 
particularly  for  the  same  item,  indicates  a  breakdown  in  the 
requisition  process,  or  at  least  an  inconsistency  in 
processing. 


38 


B.  BTFBCT  OF  CORHBHT  POLICY 

If  the  current  system  continues  to  operate  uncorrected, 
the  potential  remains  for  84%  of  all  requisitions  received  at 
San  Diego  for  DLA  material  to  be  passed  to  another  stock  point 
for  issue  of  material  while  stock  is  on  hand  locally,  where  a 
valid  "AA“  Cog  MSIR  exists.  In  this  section,  we  discuss 
impacts  on  various  costs. 

1 .  Zssue/Transportation  Coats 

There  were  664  requisitions  (84%  of  791)  that  could 
potentially  have  been  filled  directly  from  stock  in  San  Diego. 
When  annualized  for  seasonality  this  represents  4,064 
requisitions  per  year  (see  Appendix  A)  .  The  unnecessary 
additional  cost  for  these  requisitions  alone  amounts  to 
$60,960  annually. 


$25 
+_3 
$28 
-13 
$15 
x4. 064 
$60,960 


Off  base  issue  cost 
Transshipment 

On  base  charge 
Additional  Cost 
Requisitions 
Total  additional  costs 


The  potential  additional  cost  of  not  correcting  the 
current  process  is  considerably  greater  given  the  number  of  9_ 
Cog  line  items  currently  held  at  the  retail  level  that  could 
be  transferred  to  DLA  and  "AA*  Cog  status.  This  issue  is 
discussed  in  greater  detail  in  section  C.l  of  this  chapter. 
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2.  Pip«lin«  Inventory  Costs 

There  is  another  cost  involved  when  shipping  material, 
and  that  is  the  pipeline  inventory  cost.  This  is  the 
additional  cost  of  inventory  in  transit  caused  by  additional 
processing  and  shipping  time.  The  annual  cost  of  $3,055 
($1,368  +  $1,687)  that  is  involved  in  this  case  is  relatively 
minor,  however,  it  is  not  inconsequential. 

IPG  2  IPQ  3 

Value  U/P  X  Qty  $126,221  $221,321 

Cost  Factor*  .0108  . 0076 

Cost  of  Inventory  $1,368  $1,687 

*  Cost  Factor  =  (  .  23-i-365)x(avg  days  delay) 

The  avg  days  delay  for: 

IPG  2  is  17.2  days 
IPG  3  12.1  days 

The  holding  cost  rate  of  23%  includes  the  following: 
.10  -  as  the  time  value  of  money 
.10  -  as  the  cost  of  obsolescence 
.02  -  pilferage  costs 
.01  -  warehouse  costs 

3 .  Readiness  Cost 

The  most  significant  cost  incurred  by  the  fleet  as  a 
result  of  the  mishandling  of  these  requisitions  is  the  cost 
that  is  the  hardest  to  quantify.  This  is  the  cost  of 
readiness  expressed  in  terms  of  reduced  operational 
availability.  It  is  impossible,  at  least  at  this  stage,  to 
assign  dollar  values  to  lost  readiness.  It  is  beyond  the 
scope  of  this  thesis  to  determine  exactly  what  equipment  or 
weapons  systems  were  involved,  or  to  what  extent  the 
operational  availability  was  affected.  There  are,  however. 
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several  qualitative  assuitptions  that  can  be  made  and 
inferences  that  can  be  drawn. 

a.  Actual  D»yu  Delaymd 

The  data  available  for  research  on  this  subject 
was  reliable  up  to  and  including  the  actual  shipping  date  for 
the  requisition.  Because  of  the  variability  involved  with  a 
fleet  xinit  reporting  receipt  of  material,  we  were  unable  to 
determine  with  any  degree  of  certainty  the  actual  receipt  date 
of  the  material  by  the  ship.  The  ship's  physical  location 
greatly  affects  their  ability  to  receive  material.  Often  time 
material  is  delivered  to  the  pier  and  held  in  anticipation  of 
the  ship's  eminent  return.  This  material  is  considered  to  be 
delivered  (especially  for  IPG  3  requisitions),  even  though 
actual  receipt  may  not  be  recorded  for  several  days . 
Therefore,  to  maintain  a  consistency  of  comparison,  all  delays 
are  measured  from  the  Supply  Action  Date  (the  day  the 
requisition  entered  the  system  in  San  Diego)  to  the  confirmed 
shipping  date  when  material  was  actually  shipped  or  to  the 
estimated  shipping  date  for  backordered  or  delayed 
requisitions.  The  actual  shipping  time  involved  is  assimed  to 
be  constant  regardless  of  source  or  destination.  However,  for 
ships  in  port  San  Diego,  this  delay  caused  by  increased 
transit  time  from  a  remote  stock  point  could  be  increased  by 
as  much  as  12-30  days  over  direct  delivery  from  DDDC. 
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Based  upon  data  acquired  from  various  ICP 
Requisition  Status  Files  {see  Appendix  C) ,  it  was  determined 
that  the  average  delay  from  the  Supply  Action  Date  until 
receipt  of  confirmed  shipping  status  for  IPG  2  requisitions 
was  23.2  days.  For  IPG  3  requisitions  the  delay  was  16  days. 
There  are  several  requisitions  that  are  being  held  in 
backorder  or  under  procurement  status  with  only  an  estimated 
shipping  date  (ESD)  available.  When  these  ESDs  are  factored 
in,  the  average  delay  for  IPG  3's  jtunps  to  33.1  days.  It 
must  be  remembered  that  in  every  one  of  these  delays,  there 
was  adequate  stock  on  hand  in  San  Diego  at  the  wholesale  level 
to  satisfy  the  entire  requirement  of  the  requisition. 

The  standard  processing  time  at  DDDC  for  a 
requisition  to  be  picked,  packaged  and  processed  for  delivery 
is  six  days  for  an  IPG  2,  and  21  days  for  an  IPG  3.  Currently 
DDDC  is  operating  at  99%  efficiency  for  meeting  these 
standards  (Enge  1994)  . 

The  additional  unnecessary  delay  for  IPG  2 
requisitions  is  17.2  days  and  for  IPG  3  requisitions  it  is 
12.1  days.  The  variability  is  even  greater.  The  actual 
delays  for  an  IPG  2  ranged  from  five  to  67  days,  and  from  two 
to  161  days  for  an  IPG  3 .  For  Fleet  operating  units  this 
translates  into  a  significant  degree  of  uncertainty. 
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b.  Priority  Dosignator 

OPNAVINST  4614. IF  specifies  what  priority  a 
requisition  can  be  assigned,  based  on  a  combination  of  the 
Force/Activity  Designator  (FAD)  and  the  Urgency  of  Need 
Designator  (UND) .  The  requisitions  under  study  in  this  thesis 
were  either  priority  06  (IPG  2),  or  priority  13  (IPG  3) 
requisitions.  Refer  to  Table  I  in  Chapter  II,  section  C.3 

(1)  Force/Activity  Designator.  The  FAD  is  a 
single  digit  identifier  that  indicates  the  mission 
essentiality  of  a  unit,  and  that  unit's  relative  importance, 
as  assigned  by  the  Secretary  of  Defense  or  the  Joint  Chiefs  of 
Staff.  All  priority  06  and  13  requisitions  are  submitted  by 
units  in  FAD  III.  FAD  III  is  reserved  for  all  US  combat  ready 
and  direct  combat  support  forces  outside  CONUS  and  not 
included  in  FADs  I  or  II.  Essentially,  all  ships  that  are 
ready  for  sea  and  not  actually  assigned  to  SIXTH  or  SEVENTH 
Fleet  operations  are  assigned  FAD  III. 

(2)  Urgency  of  Need  Designator.  The  UND  is  a 
single  alpha  character  that  identifies  the  urgency  of  the  end 
use  requirement .  All  priority  06  requisitions  have  a  UND  of 
B  which  identifies  the  item  as  being; 

•  "..required  for  immediate  end  use,  the  lack  of  which  is 
inpairing  the  operational  capability  of  the  ship 
concerned. " 

•  "  .  .ret^ired  to  effect  emergency  replacement  or  repair  of 
auxiliary  equipment  systems." 
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•  “..required  to  replace  storeroom  stock  when  the  last 
inventory  item  has  been  issued.* 

•  “..required  to  preclude  an  anticipated  C-2  CASREP..“ 

All  priority  13  requisitions  have  a  UND  of  C 
which  identifies  the  item  as  being  “..required  for  scheduled 
maintenance  or. . .to  replenish  storeroom  stock...*  (OPNAVINST 
4614. IF) 

c.  Jiqpact  of  Dmlay 

Since  the  primary  military  reasons  for  maintaining 
an  inventory  are  to  increase  readiness  and  sustain  ships  at 
sea,  an  argument  can  be  made  that  any  unnecessary  delay  in  the 
receipt  of  material  requisitioned  for  the  replenishment  of 
storeroom  stock,  can  inject  a  level  of  uncertainty  regarding 
the  future  operational  availability  of  any  equipment /system, 
should  that  item  be  required  prior  to  receipt . 

With  respect  to  the  priority  06  requisitions,  the 
inpact  is  much  greater  and  much  more  readily  apparent .  As 
stated  earlier,  a  priority  06  requisition  is  by  definition  one 
where  the  item  is  'immediately'  required.  Therefore,  any 
delay  has  a  significant  negative  impact  on  readiness  and 
operational  availability  in  the  near  term  and  the  delay  can  in 
fact  increase  the  severity  of  the  impact  so  as  to  increase  the 
priority  of  the  requisition  to  C-3  or  C-4  CASREP  status.  The 
introduction  of  any  additional  and  unnecessary  delay,  as  is 
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clearly  evident  in  this  thesis,  is  unquestionably 
unacceptable . 

C.  EFFECT  OF  LOSS  OF  INTEEMEDZATE  INVENTORY 

Our  research  revealed  a  situation  that  has  developed  as  a 
result  of  both  the  DoD  wide  effort  to  eliminate  intermediate 
levels  of  inventory  and  DLA's  stock  positioning  policy  of  not 
actively  positioning  material  at  the  wholesale  level  in  San 
Diego.  San  Diego  is  not  designated  as  a  Primary  Distribution 
Site  and  as  such  the  DLA  ICPs  have  not  pushed  material  to  San 
Diego  (Enge  1994)  .  The  majority  of  wholesale  level  stock  on 
hand  in  San  Diego  is  there  as  a  result  of  the  CIT  process 
(Rach  1994)  . 

An  overwhelmingly  large  percentage  (51.3%)  of  the  IPG  2  & 
3  requisitions  reviewed  were  submitted  for  material  that  was 
currently  held  at  the  consumable/retail  level,  but  because  of 
current  policy  restrictions  was  not  available  for  issue. 
Another  significant  percentage  (47.4%)  of  the  IPG  2  &  3 
requisitions  reviewed  were  submitted  for  items  that  were  not 
carried  locally.  Since  no  demand  is  recorded  by  San  Diego  for 
these  not-carried  items,  it  is  impossible  to  determine  at  this 
time  what  material  would  have  been  available  if  the  items  were 
positioned  based  on  regional  demand. 

Each  of  the  requisitions  in  these  two  categories  were 
filled  from  a  stock  point  other  than  DDDC.  This  automatically 
resulted  in  the  incurrence  of  the  $15  additional  cost  per 
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issue.  Considering  the  tremendous  volume  of  requisitions 
received  on  an  annual  basis,  there  exists  a  significant 
potential  for  cost  avoidance  both  in  the  immediate  and  the 
long  range. 

1 .  Zimnedlate  Savings 

The  31,695  requisitions  submitted  to  San  Diego  during 
the  study  period  by  Pacific  Fleet  units  for  DLA  managed 
material,  where  a  9_  Cog  MSIR  card  was  available,  represented 
13,928  individual  stock  numbers.  Every  one  of  these  stock 
numbers  had  sc*ae  prior  transaction  frequency  and  historic 
demand.  Annualized  for  seasonality,  these  31,695  requisitions 
equate  to  a  potential  demand  of  162,916  per  year,  (refer  to 
Appendix  A  for  seasonal  adjustment) . 

If  the  9_  Cog  material  was  made  available  for 
immediate  issue,  then  these  requisitions  could  be  filled  from 
local  stock  and  thereby  avoid  the  added  $15  issue  costs.  This 
action  would  result  in  an  immediate  annual  cost  avoidance  of 
$2,443,740. 

162,916  Annualized  Requisitions 

X  15  Additional  issue  costs 
$2,443,740  Potential  Savings 

Current  business  rules  do  permit  access  to  this 
inventory  for  IPG  2  &  3  requisitions,  but  only  if  the  item 
requested  is  in  an  excess  inventory  position.  To  have  these 
demands  supplied  by  FISC-SD,  a  slightly  higher  inventory  level 
may  be  required,  which  would  reduce  the  projected  savings  by 
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some  amount.  This  additional  cost  involved  to  replenish  the 
consumer/retail  inventory,  would  be  insignificant  compared  to 
the  cost  and  time  savings  generated  by  directly  filling  the 
requirements  locally.  Because  this  effort  would  eventually  be 
conducted  on  an  exception  basis,  it  would  not  eliminate  the 
need  for  wholesale  inventory  at  DDDC. 

2.  Long  Term  Savings 

As  was  previously  stated,  there  were  29,289 
requisitions  submitted  for  material  that  was  not  carried 
locally.  Each  of  these  requisitions  were  submitted  for 
material  that  was  cataloged  with  a  National  Stock  Number,  so 
the  assumption  is  made  that  this  material  is  available  from 
some  stock  point  in  CONUS.  Annualized  for  seasonality,  these 
29,289  requisitions  equate  to  a  potential  demand  of  150,534 
per  year,  (refer  to  Appendix  A  for  seasonal  adjustment) . 

The  cost  avoidance  that  could  have  been  realized  if 
this  material  were  stocked  in  San  Diego  is  $2,258,010 
annually. 

150,534  Requisitions  annually 

jc _ 15  Additional  issue  costs 

$2,258,010  Annual  Savings 

As  with  the  previous  section,  this  cost  avoidance 
figure  is  estimated  at  a  potential  maximum.  Because  this 
inventory  does  exist  at  some  location,  the  probable  savings 
would  be  reduced  because  of  the  added  cost  of  transferring 
inventory  to  San  Diego,  and  the  additional  cost  that  may  be 
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incurred  as  a  result  of  the  expanded  storage  site.  However, 
since  this  transfer  could  conceivably  be  acconqplished  in 
volume,  the  cost  would  be  considerably  less  than  the  current 
$15  per  requisition. 

3 .  Current  Initiatives 

There  are  initiatives  underway  to  change  the  DLA  stock 
positioning  policy  to  include  the  active  placement  of  demand 
based  items  in  San  Diego  at  the  wholesale  level  (Brock  1994)  . 
The  program  under  consideration  would  allow  an  item  to  be 
stocked  at  a  given  location  if  the  regional  demand  is  greater 
than  or  equal  to  five  percent  of  the  worldwide  demand  for  that 
item.  The  geographic  size  of  the  region  is  still  under 
consideration,  however,  this  revised  policy,  when  it  takes 
effect,  will  significantly  reduce  the  unnecessary  costs  of 
transportation  and  reduced  readiness  that  is  now  being 
incurred.  This  finding  significantly  underscores  the  need  for 
rapid  approval  and  implementation  of  this  new  policy. 
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V  CONCLUSIONS  AND  RECOMMENDATIONS 


The  primary  purpose  of  this  thesis  was  to  examine 
requisitions  submitted  to  Point  of  Entry  (POE)  San  Diego  for 
DLA  material  and  determine  if  these  requisitions  were  being 
filled  locally  from  material  on  hand.  If  this  was  found  not 
to  be  the  case,  then  this  thesis  was  to  determine  the  cost  of 
non-compliance  involved,  both  in  dollars  and  in  lost  readiness 
as  a  result  of  any  delay.  In  addition,  the  extent  to  which 
actual  savings  could  be  achieved  was  also  examined. 

A  supplemental  issue  that  emerged  as  a  result  of  this 
research  was  the  recognition  that  a  much  greater  problem 
existed  because  of  both  a  lack  of  inventory  available  and  the 
inaccessibility  of  existing  stock. 

In  this  thesis  we  examined  requisitions  from  Pacific  Fleet 
ships  submitted  during  a  three  month  period.  Because  of  the 
large  volume  of  requisitions  involved,  a  random  sample  was 
selected  for  further  in-depth  analysis.  The  results  of  this 
analysis  and  specific  recommendations  follow. 

A.  CONCLUSIONS 

1 .  Principal  Findings 

It  was  determined  through  personal  interviews  and 
docxament  reviews  that  the  current  requisition  processing 
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system  in  place  at  DLA  is  designed  to  allow  a  given 
requisition  to  be  filled  from  the  closest  stock  point  to  the 
POE  where  material  is  available.  An  analysis  of  the  empirical 
data  revealed  however,  that  the  current  requisition  processing 
system  is  not  operating  in  the  best  interest  of  the  Fleet. 

The  system  as  designed  is  unable  to  keep  up  with  the 
rapid  expansion  of  stock  points  and  material  that  are 
migrating  to  DLA  control  as  a  result  of  DMRD  initiatives, 
impending  base  realignments  and  closures  and  the  Consxamable 
Item  Transfer  (CIT)  process. 

Because  of  these  external  factors,  requisitions  are 
being  forwarded  to  locations  far  removed  from  the  point  of 
entry,  causing  significant  delays  in  processing  and  in  receipt 
by  the  customer  and  an  increase  in  transportation  time  and 
cost.  There  were  some  cases  where  this  delay  was  caused  by 
the  need  to  draw  down  material  from  a  location  scheduled  for 
closure.  However,  the  majority  of  misdirected  requisitions 
that  were  erroneously  passed  to  another  stock  point,  rather 
than  returned  to  San  Diego,  where  sufficient  wholesale  stock 
was  available,  were  most  probably  a  result  of  incorrect  coding 
of  the  Source  Preference  Table  or  Geographic  Area  Codes. 

There  did  not  appear  to  be  any  consistency  in  either 
the  handling  or  the  mishandling  of  requisitions.  There  was  no 
pattern  where  any  particular  Federal  Supply  Class  (FSC)  or 
National  Stock  Number  (NSN)  was  specifically  identified  for 
routing  to  another  location.  If  attrition  of  a  selected  FSC 
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or  NSN  from  a  given  site  was  the  objective,  there  were 
numerous  examples  where  one  requisition  was  forwarded  to  an 
attrition  site,  and  another  for  the  same  material  was  not. 

There  were  also  examples  found  where  requisitions  were 
passed  to  an  East  coast  stock  point  for  issue,  which  is  in 
direct  contradiction  of  DLA  policy.  And  finally,  there  were 
specific  cases  uncovered  where  requisitions  remain  unfilled, 
awaiting  backorder  release  or  direct  delivery  from  a  vendor, 
even  though  wholesale  material  is  readily  available  in  San 
Diego . 

These  mishandled  requisitions  resulted  in  total  direct 
additional  costs  of  $64,015  and  an  average  delay  (not 
including  transit  time)  of  17.2  and  12.1  days  for  IPG  2  &  3 
requisitions  respectively. 

2 .  Supplemental  Fixidings 

The  direct  financial  intact  of  the  principal  finding 
is  relatively  minor;  however,  the  impact  of  the  time  delay  and 
the  resultant  potential  effect  on  readiness  and  operational 
availability  of  equipment  and  systems  is  quite  considerable 
and  is  a  legitimate  cause  for  concern. 

There  were  two  other  notable  issues  that  were  exposed 
as  a  result  of  this  research.  The  first  was  the  considerable 
cost  incurred  as  a  result  of  current  policy  that  does  not 
provide  for  access  to  the  consumer/retail  level  inventory 
available  (xinless  the  item  in  question  is  in  an  excess 
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inventory  position)  to  satisfy  IPG  2  or  3  Fleet  requisitions. 
The  second  was  the  nearly  equal  cost  incurred  as  a  result  of 
possible  demand  based  items  not  being  actively  positioned  by 
DLA  in  San  Diego. 

Notwithstanding  the  political  considerations  of 
allowing  open  access  to  all  9_  Cog  MSIR  material,  the  effect 
of  the  loss  of  the  intermediate  levels  of  inventory  is 
substantial  both  in  actual  dollar  expense  incurred  and  the 
reduced  readiness  caused  by  the  added  delay  in  processing. 
The  short-term  policy  considerations  would  allow  access  to  the 
consumer/ retail  inventory  for  IPG  2  &  3  requisitions  even  if 
the  item  was  not  in  an  excess  position. 

In  the  near  term,  this  may  require  additional 
quantities  to  be  carried.  However,  our  research  revealed  that 
significant  quantities  were  available  to  both  satisfy  the 
requisition  in  question  and  provide  for  anticipated  customer 
requirements.  This  access  to  consumer/retail  inventory  would 
only  be  required  until  such  time  as  all  retail  inventory  was 
decapitalized  and  passed  to  DLA  and/or  the  revised  stock 
positioning  policy  was  inplemented.  This  revised  policy 
should  eventually  eliminate  the  need  for  access  to  consumer 
levels,  except  for  emergency  situations,  by  actively 
positioning  material  based  on  regional  demand. 

The  additional  cost  and  lost  readiness  incurred  as  a 
result  of  the  not  carried  items  would  take  longer  to  resolve, 
but  again,  the  pending  policy  change  on  stock  positioning 
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would  eventually  achieve  the  desired  result  in  this  area  as 
well. 

B.  BBCCMISimJkTIONS 

1.  uniform  Automated  Data  Processing  System  Filter 

A  local  programming  change  should  be  undertaUcen  to 
install  a  filter  to  the  Uniform  Automated  Data  Processing 
System  (UADPS)  that  would  allow  the  interrogation  of  "AA"  MSIR 
cards  to  ascertain  stock  availability  and  then  allow  for 
immediate  processing  of  the  requisition  by  DDDC  to  satisfy  the 
requirement  from  wholesale  material  on-hand  without  first 
having  to  route  the  requisition  to  the  appropriate  ICP. 
Demand  for  the  item  could  be  recorded  locally  or  forwarded  to 
DLA  in  the  form  of  transaction  item  reporting. 

This  measure  would  allow  for  local  same -day  processing 
and  also  remove  the  possibility  of  misrouting  requisitions. 
The  esqjense  of  programming  changes  would  be  offset  by  the  cost 
avoidance  realized.  Readiness  would  be  in^roved  through  a 
reduction  in  the  actual  days  delay  involved  and  the 
elimination  of  the  variability  in  processing  times.  This 
would  result  in  an  immediate  operating  cost  savings  to  DLA  of 
$64,015  emd  reduce  delivery  delays  to  the  customer  by  12-17 
days. 

2 .  DLA  Processing 

DLA  must  aggressively  pursue  updates  to  the  Source 
Preference  Ted^le  (SPT)  to  correct  emy  errors  and  prevent 
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future  mis 'Codings  that  would  cause  routing  of  requisitions 
contrary  to  current  policy.  At  the  present  time,  the  SPT  is 
updated  nanually,  based  upon  a  wide  assortment  of  inputs.  The 
high  volume  of  changes  required  as  a  result  of  base  closures 
and  realignments,  as  well  as  the  CIT  process,  greatly  increase 
the  probability  for  coding  errors  and  the  reliaince  on  outdated 
information. 

3 .  DLA/Service  Interface 

DLA  and  the  Service  ICPs  involved  in  the  CIT  process 
must  take  proactive  measures  to  ensure  that  all 
decapitalization  documents  are  in  agreement  for  each  NSN 
trauisf erred  to  DLA  mauiagement.  This  action  would  reduce  the 
nvimber  of  coding  errors  and  mis -routings  caused  by  unrelied>le 
inventory  balances  being  entered  into  the  matrix  and  assumed 
to  be  reliable  by  the  system  and  item  managers. 

4.  OLA  Stockage  Policy 

DLA  must  continue  to  aggressively  pursue  a  policy 
change  that  would  permit  active  positioning  of  wholesale  level 
material  at  selected  stock  points  based  upon  geographic 
demand.  This  would  greatly  reduce  the  $2,258,010  additional 
operating  cost  incurred  directly  by  DLA  as  a  result  of  the  not 
carried  inventory.  It  would  also  reduce  the  $2,443,740 
additional  annual  cost  incurred  because  of  the  loss  of  the 
intermediate  Inventory  levels.  These  costs  are  currently 
cdssorbed  by  DLA  as  part  of  their  operating  budget  and  are  not 
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directly  passed  on  to  the  customer  in  t'>e  current  surcharge. 
However,  emy  significamt  savings  could  be  reflected  In  reduced 
surcharges  for  future  fiscal  years. 

The  Primary  Distribution  Site  approach  developed  by 
DLA  for  stock  positioning  Is  closely  related  to  the  airline 
Industry's  'hub  euid  spoke'  concept.  This  approach  may  well 
reduce  cost  of  operations  at  the  hub  through  Increased 
efficiency,  but  It  risks  added  costs  of  transportation  and 
unnecessary  time  delays  along  each  spoke.  There  remains  a 
need  for  a  direct  linkage  between  high  dexnand  areas  cuid 
customers  and  local  stock  points  for  wholesale  material . 
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APPIMDXX  A:  STATISTICS  AMD  PSRCIMTAGBS 


708,972  Total  requisitions  submitted  to  POE  San  Diego  for 
DLA  material  for  12  month  period  from  all  sources 
for  IPGs  1.  2&  3. 

137,936  Total  requisitions  submitted  to  POE  San  Diego  for 

DLA  material  during  the  test  period  from  all  sources 
for  IPGs  1,  2  &  3. 

82,610  Total  IPG  2  &  3  requisitions  submitted  to  POE  San 
Diego  for  DLA  material  from  all  sources  during  the 
test  period. 

61,775  Total  "R"  Service  code  requisitions  submitted  to  POE 
San  Diego  for  DLA  material  during  the  test  period 
for  IPGs  2  &  3 . 


82,610  -r  137,936  =  .5989 

Percent  of  IPG  2  &  3  to  total  during  the  test  period. 

708,972  X  .5989  =  424,603 

IPG  2  &  3  requisitions  annualized  for  12  month  period. 

61,775  -r  82,610  =  .7478 

■R"  Service  code  requisitions  as  percent  of  total  during  the 
test  period 
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424,603  X  .7478  =  317,514 

Total  of  “R"  Service  code  requisitions  for  DLA  rr  serial 
annualized  for  12  month  period 

791  61,775  =  .0128 

Percent  of  IPG  2  &  3  requisitions  received  where  valid  "AA" 
MSIR  existed  to  Total  IPG  2  &  3  received  during  the  test 
period. 

.0128  X  317,514  =  4,064 

Annualized  total  of  requisitions  received  for  "AA*  MSIR 
items,  adjusted  for  seasonality. 

31,695  61,775  =  .5131 

Percent  of  IPG  2  &  3  requisitions  received  where  valid  9_ 
Cog  MSIR  existed  to  Total  IPG  2&  3  received  during  test. 

.5131  X  317,514  =  162,916 

Annualized  total  of  requisitions  received  for  9_  Cog  MSIR 
items,  adjusted  for  seasonality. 

29,289  H-  61,775  =  .4741 

Percent  of  IPG  2  &  3  requisitions  received  where  No  MSIR 
existed  to  Total  IPG  2  &  3  received  during  test . 
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.4741  X  317,514  =  150,534 

Annualized  total  of  requisitions  received  for  No  MSIR  items, 
adjusted  for  seasonality. 
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APPENDIX  B:  RANDOM  SAMPLE  OF  REQUISITIONS 


This  appendix  contains  the  complete  list  of  randomly 
selected  requisitions,  taken  from  the  791  requisitions  that 
were  originally  submitted  to  San  Diego  as  the  POE,  for  which 
a  valid  "AA"  MSIR  was  available,  but  which  were  not 
subsequently  returned  to  San  Diego  for  issue  of  material. 
This  list  catalogs  the  results  of  the  research  conducted,  to 
include : 


Quantity  on  hand  as  of  the  supply  action  date 
Current  status  of  the  requisition 
Delay  caused  by  mis -routing 
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Random  Sample  Selection  of  AGA/A01  Requitilbm 
Inducing  Results  of  Reseaich  Conducted 
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lO/H:  QtyasofSAD 
N/A:  Sirfficient  stock  not  on  hand 
:  Film  shipping  data  not  available 


APPENDIX  C:  SHIPPING  STATISTICS 


Da^  Deiay  fiom  Supph*  Action  Date 
to  Confknted  Ship  Date,  by  IPG 
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Mean 

2327 

22 

Mean 

33.14 

67 

Standard  Eiror 

6.84 

15 

Standard  Error 

9.90 

5 

Median 

17 

15 

Medan 

13 

67 

Mode 

67 

10 

Mode 

11 

10 

Standard  Oevtabon 

2268 

16 

Standard  Deviation 

45.35 

5 

Variance 

514.22 

9 

Variance 

2JJ5B.-33 

19 

Kurtosis 

1.14 

25 

Kurtosis 

198 

24 

Skewness 

1.53 

11 

Skewness 

217 

24 

Range 

62 

73 

Range 

159 

17 

Mranum 

5 

6 

Minimum 

2 

11 

Maximum 

67 

2 

Maximum 

161 

Sum 

256 

11 

Sum 

696 

Count 

11 

10 

Count 

21 

7 

8 
151 
161 

51 

13 

11 

69 
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APPENDIX  D:  LIST  OF  ACRONYMS 


AAC 

CIT 

Cog 

CONUS 

DBOF 

DDDC 

DLA 

DMR 

DMRD 

DOC  ID 

DoD 

Don 

ESD 

FAD 

FISC 

FSC 

GEOSUP 

GSA 

ICP 

IPG 

MSIR 

NC 


Acquisition  Advice  Code 

Consumable  Item  Transfer 

Cognizance  symbol 

Continental  United  States 

Defense  Business  Operating  Fund 

Defense  Distribution  Depot,  San  Diego 

Defense  Logistics  Agency 

Defense  Management  Report 

Defense  Management  Review  Decision 

Document  Identification 

Department  of  Defense 

Department  of  the  Navy 

Estimated  Shipping  Date 

Force  Activity  Designator 

Fleet  &  Industrial  Supply  Center 

Federal  Supply  Class 

Geographic  Support 

General  Service  Administration 

Inventory  Control  Point 

Issue  Priority  Group 

Master  Stock  Item  Record 

Not  Carried 
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NIS  Not  In  Stock 

NSC  Naval  Supply  Center 

NSN  Nation?'  Stock  Number 

0&M,N  Operations  and  Maintenance,  Navy 

PDS  Primary  Distribution  Site 

POE  Point  of  Entry 

RSF  Requisition  Status  File 

SAMMS  Standard  Automated  Material  Management  System 

SDS  Specialized  Distribution  Sites 

SWS  Satellite  Warehouse  Sites 

UADPS  Uniform  Automated  Data  Processing  System 

UMMIPS  Uniform  Material  Movement  and  Issue  Priority  System 

UND  Urgency  of  Need  Designator 
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APPKMDZX  B:  AOA/AOl  DATABASE 


This  appendix  contains  a  partial  list  of  the  conplete 
AOA/AOl  database  file  of  requisitions  retrieved  from  the 
Requisition  Status  File  maintained  by  FISC_SD  during  the  test 
period  22  Nov  93  -  24  Feb  94.  The  actual  file  contained 
82,610  records. 
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Partial  lial  ol  Compiale  A0A/A01  Databaaa 
of  Requisitions  Submitted  During  Test  Period 
22  Nov  93  -  24  Feb  94 
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Partial  list  of  Complata  A0A/A01  Oatabasa 
of  Requisitions  Submitted  Osring  Test  Period 
22  Nov  93  -  24  Feb  94 
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Partial  list  of  Complata  A0A/AO1  Databasa 
of  Requisitions  Submitted  During  Test  Parbd 
22  Nov  93  -  24  Feb  94 
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APPENDIX  P:  A5A/X51  DATABASE 


This  appendix  contains  a  partial  list  of  the  conplete 
A5A/A51  database  file  of  requisitions  retrieved  from  the 
Requisition  Status  File  maintained  by  FISC_SD  during  the  test 
period  22  Nov  93  -  24  Feb  94.  The  actual  file  contained  5,892 
records . 
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APPENDIX  6:  AOA/AOl  6  A5A/A51  DATABASE 


This  appendix  contains  a  complete  list  of  the  combined 
AOA/AOl  and  A5A/A51  requisitions  for  commons  items  submitted 
during  the  test  period  22  Nov  93  -  24  Feb  94.  This  file 
highlights  the  discrepancies  identified  in  the  thesis  where 
some  requisitions  for  a  given  item  were  properly  returned  to 
San  Diego  for  issue  of  material  and  others  were  not . 
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AQA/A01  and  A5AM51  Requitiiiont  foi  Coniinanllemt 
Soiled  by  National  Slock  Numbei 
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AQA/A01  and  A5A/A51  Requitiliont  foi  Common  Hems 
Soiled  by  Nalional  Slock  Numbei 
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(1 }:  Qly  0  Ai  as  of  file  lun  date  2  Mai  94 
(2):  Value  of  Reqissilion 
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